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Answer any FOUR (4) of the EIGHT (8) questions provided 
All questions are of equal value 


Describe the theories proposed to explain the slope and shape of the yield curve. In the 
light of these theories consider the relationship between interest rates and the term to 
maturity and the marketability of defined kinds of financial instruments. 


Define ‘interest rate risk’. Explain the two types of interest rate risk. Explain duration and 
bond properties and describe how an investor with a given holding period can use 
duration to reduce interest rate risk? 


With the aid of a diagram, explain how government intervention can affect the exchange 
value of a currency? Will the currency generally rise or fall if a government sells assets 
to foreigners? 


To what extent do changes in the stock market reflect broader changes in economic 
activity? 


What is meant by the phrase “adverse selection” in insurance? Explain using two 
examples of insurance markets. 


How do interest rates serve an allocative function in the economy? 


Define the money market, including a description of its basic operation and economic 
role, and explain the characteristics of money-market instruments. 


Define the concept “marketability”. Why is marketability considered essential in 
determining offering rates? 
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